W h at is a co untry 's optim al choice of an exchange rate regim e? One avenue which has gained prominence is the Optim um Currency Area crite ria of patterns of shocks which suggests that a flexible exchange rate may be less costly for regions w ho face asym m etric shocks, since they are 1. Such as Agheveli, Khan and Montiel [1991], Masson and Taylor [1993] and Pilbeam [1992] although for a cautionary note see Maskay [1998].
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College of Wooster W h at is a co untry 's optim al choice of an exchange rate regim e? One avenue which has gained prominence is the Optim um Currency Area crite ria of patterns of shocks which suggests that a flexible exchange rate may be less costly for regions w ho face asym m etric shocks, since they are forced to have conflicting policy responses, and vice versa.1 W hile there are a num ber of m ethodologies to calculate the patterns of shocks, the VAR methodology, w hich results from a technique introduced in Bayoumi and Eichengreen〈[1992，1994] ; B&E from now on), may be at present one of the most popular. In the estimation of their m odel the authors have introduced some "over-identifying conditions"2 (called O IC from now on) w hich con firm the validity of their decomposition. i.e. 1964-1993 vs. 1960-1992) Bordo [1993] and Maskay [1998] 〉 ， that a positively sloped AD curve, rather than a negatively sloped AD curve, exists. In other words there is a conflict between the estimated model and the model described by the data.
Thus, due to this inconsistency, any conclusion based upon these results
would not be valid.6
To conclude, the failure by HG to examine 6. W hile this information suggests that application of a VAR analysis is not valid, its fail ure convey information which, through further examination, may result in broader insight. Consider the case of Nepal and India which failed the OIC (Maskay [1998] ). The results from a simpler estimation strategy, B&O, suggest that neither country faced symmetric patterns of shocks. This can be traced to the developing, agricultur al based nature of their economies which are susceptible to the vicissitudes of the weather (Bajracharya and Maskay [1998] ). Likewise, the transformation by B&E [1995] suggest that the money supply may be "endogenous" to shocks. This obser vation is consistent with Maskay [1998 a, b] where the money supply responds to maintain balance of payments equilibrium given a long lived pegged exchange rate with India.6 Since empirical results are robust to estimation methodology and are consistent with reality (i.e. the pegged exchange rate has existed from with an absence of financial crisis and speculative attacks)， our understanding of Nepal-India monetary and exchange rate policy seems to have been broadened. 
